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Abstract 


This paper scrutinises the effects that the financialisation of land has on the land use 
planning process. Although finance is increasingly penetrating not only real estate but also 
land planning and development, there are few in-depth case studies describing and analysing 
this process. Contemporary urban development is characterised by the clustering of 
investments, the relocation of projects into peripheral areas, and an instrumental approach 
to planning. These trends are expressions of a change in the development process, 
characterised by the increased detachment between land use planning processes at the local 
level and financial investor logics located at other scales. We call this the de- 
contextualisation of land capital. An in-depth analysis of the internal economic mechanics of 
an urban project in the Milan area is provided to illustrate these trends. We conclude by 
reflecting on the challenges that the conditions of financialised land capital pose to local and 
national governments. 
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Introduction 


This paper presents an analysis of the mechanisms through which financialisation impacts the 
planning of large-scale urban redevelopment projects. We look at the micro mechanisms of 
land development under conditions of increased relevance of financial capital. In doing so we 
provide evidence of the problematics that financial dynamics bring to the implementation of 
urban interventions, for both planning and property developers. Financial capital is 
continuously inventing new strategies of ‘capital switching’ (Harvey, 1985; see also Aalbers, 
2012; Christophers, 2011) in order to reconnect global financial strategies with the 
production of the local built environment, and to cope with altered perceptions of risk in 
times of crisis (Ashton, 2011). The current economic crisis has put urban development into 
question, problematising the negotiation processes between large property developers and 
cities, the public risk of planned projects, the financial risk of land development for local 
governments, and weaker public budgets (Hackworth, 2002; Kirkpatrick and Smith, 2011). 


The relationship between financialised capitalism and the rescaling of statehood on city 
regions is characterised by a de-territorialisation of financial capital and liquid assets and the 
formation of new spaces of governance (Aalbers, 2012; French et al., 2011; Gotham, 2006; 
Pike and Pollard, 2010). As a result of the tension between global investment dynamics and 
local socio-economic demands, governments have developed capacities of mediation, 


negotiation and mobilisation through reorganisation of the institutional and regulatory 
frameworks. The responses of local governments to global trends often focus on citywide 
urban development policies to anchor mobile capital. They aim to stimulate economic growth 
by enhancing the capacity to extract value from urban sites (Tasan-Kok, 2007; Turok, 1992; 
Weber, 2010). Urban projects, as elements of negotiation between capital and cities, have 
become one of the engines of financial markets; a key space of confrontation between global 
marketplaces and local socio-economic demands (Salet, 2008; Fainstein, 2001; Olds, 1995; 
Swyngedouw et al., 2002; Theurillat and Crevoisier, 2013; Wolf-Powers, 2005). 


In this process, cities have to rely on property developers and financial institutions 
that view land and the built environment as an asset in which money can be invested and 
disinvested by directing capital to the best uses, and by withdrawing and subsequently 
redirecting capital from low payoffs to potentially higher ones (Harvey, 1982; 1985). 
However, investment in land and real estate is not only characterised by such cycles; land and 
real estate also possesses an intrinsic dynamic that attracts investment in its own right (Haila, 
1991). Capital flows onto as well as through land, and in contemporary capitalism land is 
increasingly treated as a financial asset because land has material attributes as well as a 
capacity for protected yields through time (Harvey, 1982; Haila, 1988). The increasing 
financialisation of land, and of the economy more widely speaking, can be witnessed ‘at 
various scales, resulting in a structural transformation of economies, firms (including 
financial institutions), states and households’ (Aalbers, 2015). 


Despite the significant impact of finance on land development, in depth case studies of 
the particular mechanisms at play are rare and often not clearly inter-disciplinary (i.a. 
Guironnet and Halbert, 2014). A more ‘fine-grained’ scrutiny of the mechanics of land 
development is needed to see how financial markets affect the city fabric, discern the key 
contextual factors that affect the urban fabric, and ultimately guide steps towards improving 
urban policies (Dolphin and Nash, 2011; Feindt, 2010; Guy and Henneberry, 2000). We 
contribute to this debate by looking at financialisation from the point of view of land use 
planning processes, with the aim to scrutinise how the organisation of credit in the 
development industry directly affects the construction of projects. Although it has been 
argued that we should not see ‘local governments as passive recipients of directives of 
markets’ (Weber, 2010: 253) and instead highlight how local governments may use financial 
markets to push their own agenda, we are more skeptical than Weber of the possibilities and 
capabilities of most municipalities to mobilise financial markets to their benefit. In particular, 
we shed light on what we see as a problematic detachment of financial logics of land 
development from local socio-political contexts. In our view, the nature of urban 
development today is characterised by the tendency to rapidly relocate and shift investments 
geographically, to cluster them into bigger packages and to plan instrumentally in order to 
capture value. 


We first sketch the three main trends in planning and urban policy to position the 
project within a trend characterised by clustering, changing locations, and instrumental 
planning. Secondly, we will scrutinise one particular case of land development in the 
periphery of Milan — the Falck site — to show how, during different years and rounds of 
negotiations, decisions on capital investments taken at higher levels have impacted on the 
local planning process. Finally, we argue that the financialisation of land in general, and land 
use planning in particular, results in the decontextualisation of urban projects. Many local 
governments may be unprepared to manage the financialisation of land, and may willingly or 
unwillingly contribute to this process. This poses a challenge for local governments to 
promote socio-spatial equity. 


Contemporary urban development: relocated, clustered, and instrumental 


Real estate is a commodity in tension: the risk of investment in the production of urban space 
is related to the fact that this commodity is immobile but today tradable on global markets as 
a liquid asset (Aalbers, 2008; Gotham, 2006; Rutland, 2010). Real estate property has 
become one of the major commodities that strengthen corporations’ portfolios and increase 
their capacity to leverage. A land development investment strategy is a step into this cycle of 
production/leverage/production/exchange. In the last two decades, the booming real estate 
economy has institutionalised this cycle through a number of related developments: the 
availability of ‘cheap money’, a regulatory framework promoting land economies of scale, 
guarantees on long-term investments, and more flexible land use regulations for large-scale 
projects. In particular, recent urban and regional development trends show that urban 
transformations take on three major features: a) the tendency to relocate investments across 
the region; b) the increased capacity to cluster projects and intertwine different investments; 
c) the tendency to address planning as instrumental to facilitate the influx of financial 
investments. 


Investment relocation strategies: the rise of polycentric urban morphologies is the 
product of a changing geography of investment in the land development and real estate 
industries (Halbert et al., 2014; Lang and Knox, 2009). The 1980s and 1990s have witnessed 
the consolidation and expansion of the real estate industry through large amounts of capital 
focused in downtown areas by means of urban renewal policies and waterfront 
redevelopment programmes (Fainstein, 2001; Lizieri, 2009). After deindustrialisation, 
entrepreneurial city strategies created close linkages with proactive investors and backed up 
risky projects with state policies. This process progressively increased the size, expectations, 
and power of global capital, which has embarked on riskier projects, often in out-of-prime 
locations. While downtown redevelopment took place, large businesses began to acquire 
underused vacant land in outer areas with the expectation of no-end urban growth and 
strategies of positional speculation (Malpezzi and Wachter, 2005). Redevelopment projects 
on such land, often located within the denser urban belts and peri-urban areas, are riskier than 
downtown projects due to high initial costs for soil remediation and development, a weaker 
land pressure due to lower urban densities, and a lack of major infrastructure (Howland, 
2003). Yet, these locations are expected to bear higher yields in the long term, with 
opportunities for high densities and experimentation in design and building. Due to these 
initial costs, they might become products for large financial consortia, able to re-package the 
risk, to exploit direct contacts with banks, institutional investors, and larger purchasers (retail, 
distribution, etc.). The development industry can focus on so-called ‘pioneer’ or ‘emerging’ 
markets, more suited to large-scale commercial or recreational functions (Jones, 2009; Nappi- 
Choulet, 2006). These relocation strategies are often built upon proposals for new typologies 
of urban space, often related to post-suburban development, large public facilities (i.e. 
campuses or techno-poles) (Valler et al., 2014), or exposition centers (Vermeulen, 2011). 


Urban project clustering and enlargement: investments in urban and peri-urban land 
are polarised around specific catchment areas. Large corporations seek certain urban, 
infrastructural, and locational conditions to reduce their initial risk of investment. Due to the 
limited knowledge of long-term social and economic trends, property investors tend to follow 
supply-side logics of development, which resist to fast market fluctuations through long-term 
calculations of yields. The clustering of projects and investments is functional to dissolve 
variations in demand into larger programmes. This approach looks at projects as ‘creators of 
growth’ themselves, as tools of activation for real estate markets in so-called 
‘underperforming’ areas, rather than as a response to the emerging residential and 
entrepreneurial demands of these localities (Guy and Henneberry, 2000). Different projects 


are combined into units to set up positive business cases. A strong lobby for public 
investments and extensive marketing strategies are then used as tools to increase demand in 
these areas. The clustering of real estate investments also makes it easier to coordinate 
investments in residential space with those in commercial and recreational spaces. On the 
other hand, it tends to outplay smaller investors, who are increasingly acquired by large firms 
and included in larger consortia. The parallel clustering of investment capital also increases 
the homogenisation of projects, a way to make them seemingly more manageable and to 
increase their liquidity. Standardisation includes the reliance on specific architectural firms 
and the adoption of particular forms of symbolism to make projects recognisable in the global 
market (Olds, 1995; Ponzini and Nastasi, 2011). Projects are marketed as clusters of 
diversified investments geared to ‘portfolio diversification’ and are strategically used to 
leverage more funding (Adair et al., 2003). 


Instrumental land use planning: Spatial planning has been instrumentally geared to 
favour this process of clustering and relocation. Financial capital is ultimately bound to local 
zoning regulations, fees, land use plans, and building rights. Following the increased 
implementation capacity of private market actors, local governments have been largely 
concerned with both the definition of new methods of land development (i.e. land adjustment, 
added-value catchment, and contracting) and the development of more responsive techniques 
of strategic planning for polycentric city regions (Thornley et al., 2003). The value of the real 
estate varies according to the availability of land for development in a region, based on the 
calculation of virtual demand for housing, offices, and commercial space (Corpataux and 
Crevoisier, 2005). A degree of intra-regional competition for development is always 
necessary to ensure that the value of real estate and land remain stable or increase. Although 
municipalities with attractive undeveloped land have a strong negotiation position towards 
incoming private developers, conditions of fiscal stress and a concentration of social 
problems can make local governments too dependent on incoming capital. This might induce 
more profit-oriented planning with the aim to trickle down public benefits from property 
investment strategies. While governments can rely on sophisticated regulatory frameworks 
(McLaughlin, 2012), large corporations effectively lobby to affect long-term strategies of 
public investment and to secure their land properties (Thornley et al., 2005). Although local 
governments are not passive actors in the changing geography of land investment, they often 
attempt to co-opt polarisation by means of strategic city-regional planning (e.g. ‘hub planning 
and corridors’) or incentive systems to capture the incremental value of developed areas. 
They ‘translate the political and policy driven motivations of performing large-scale projects 
without increasing the public deficit’ (Du Gay, Millo and Tuck, 2012: 1090). This is done 
through soft planning tools, strategic policies, or classic instruments like regulations, 
exemption rules, nationally endowed key projects, and flexible contracts (Van der Veen and 
Korthals Altes, 2009; Savini, 2012). 


Decontextualised land capital 


Retargeting of projects towards risky areas, clustering of projects and investments, and 
instrumental planning are important characteristics of today’s urban development. The 
management of urban projects and the organisation of capital investments in land are also 
changing. Clustering, relocation, and planning instrumentalism underlie a type of urban 
development that increasingly depends on the capacity of capital to be mobile and on the 
possibility to trade land as a commodity. In this section we argue that today’s urban 
development is characterised by the de-contextualisation of the decisions about land 
investments from the socio-economic contexts in which these decisions will impact. In 


becoming liquid, land is decontextualised from the local and this has important consequences 
for the organisation and outcomes of the planning process. 


The challenges of contemporary urban projects derive from the increased ‘distance’ 
between the economic calculations of land development and the processes of negotiating 
proper land use planning. The management, usage, and valorisation of land follow logics that 
are disconnected from the socio-political context in which they are located. In the last 
decades, land has increasingly become a financial asset (Harvey, 1982) — or, at least a quasi- 
financial asset (Coakley, 1994) — that is managed together with, and also compared to, other 
financial and non-financial assets in different locations. A specific plot of land can be part of 
a large portfolio, owned by locally, nationally or even globally active firms. Indeed, the 
financialisation of land facilitates the globalisation of land. Decisions on the exchange and 
use of these assets are thus disconnected from the systems of cultural values, normative 
frameworks, and symbolic meanings of a specific context (Dembski and Salet, 2010). 
Instead, these decisions are driven by projections and expectations of economic growth, 
which tend to not take into account the varied demands of urban spaces, facilities, and 
housing to be provided within the particular location. In financial markets, the value of land 
is based on a calculation of expected yields, which in turn are dependent on the future land 
uses. These calculations rarely take into consideration the complexity and uncertainty of 
urban projects; they instead provide a simplified estimation of development outcomes. This 
simplification allows the easy trading of land in financial markets. Yet, in recent years, 
estimates on expected land values have tended to be excessive (Harvey, 2012). They were not 
contextual to specific socio-economic trends in cities. 


The de-contextualisation of investment decisions from planning manifests in a new 
constellation of actors in the governance of urban projects, through a multiplication and 
separation of the subjects involved. In particular, the decision making over land use 
programmes (such as typology and number of properties) is less closely linked to the decision 
making on investments. While the first tries to match the needs of local inhabitants to local 
economic circumstances, the second refers to profit expectations of shareholders. The 
outcome of urban projects is the object of a series of negotiations, which involve international 
property mediators, professional selling companies, investment consultants, and fiscal 
advisors (Ball, 2007). The whole industry of development is complex and organised at 
different levels. For example, a property developer can be organised at the local level, and 
have a specific project team that deals with the municipality. Often this development firm is 
connected to a holding company that functions as an umbrella for a number of investors. 
These investors can be other companies active in different markets and at different scales, 
encompassing both single individuals and institutional investors such as pension funds, and 
anyone in between. The way in which each of these layers is connected to the other, and the 
manner in which these changing connections do affect the negotiations on land use ‘on the 
ground’, is an extremely complex phenomenon to map. In this paper we contribute with a 
sketch of one such map. 


The increased complexity of layers involved in the land development process results 
from a longer historical transformation of both financial instruments and land markets. In the 
mid 1980s, the presence of highly specialised, locally embedded developers was dominant. 
Local developers could use know-how and expertise from the building and manufacturing 
industry in order to define investment strategies. Today, developers of large urban projects 
are rarely local and combine capital from different sources and sectors. By the mid 1990s, 
large development consortia were common. Today, project developers can be completely 
extraneous to the local context. They rely on a range of advisors and consultants providing 
specific advice on local projects (i.a. Corpataux et al., 2009). 


Urban land markets have also changed. Land has acquired more relevance in the system 
of banking and credit and it is a significant tool for leveraging capital. Since the mid 1980s, it 
has become a dominant strategy for former industrial groups to valorise their own land 
properties (Fainstein 2001). Today, land property is also used to finance investments in assets 
other than real estate. Land thus becomes used as collateral that can be leveraged to create 
credit that can be put to use elsewhere. As Harvey already wrote in 1982 when discussing the 
use of land as fictitious capital: ‘the more open the land market is, the more recklessly can 
surplus money capital build pyramids of debt claims and seek to realise its excessive hopes 
through the pillaging and destruction of production on the land itself? (Harvey, 1982: 369). 
The increase of land values in the last decade has made this system highly influential to 
sustain other economic sectors; it has connected urban development to all kinds of 
investments, which follow different logics than land use planning. 


Special-purpose vehicles (SPVs) are one of the most important organisational tools to 
manage the de-contextualisation of investment decisions from local planning. Capital to 
invest in real estate projects, especially in cases of large initial investments (i.e. brownfield 
land remediation), is prepared by SPVs that issue securities (Torrance, 2008). SPVs are 
connected to what is called a generator company, which can be a development consortium or 
a holding. SPVs operate as interfaces between the local planning context (where land is 
situated and development plans are negotiated) and the land markets (where land is traded as 
an asset). The SPV has the function to match the real estate programming of urban projects 
with the expectations of returns of investors. The programming however tends to adapt to 
these expectations, especially in times of crisis (for an example, see Theurillat and Crevoisier, 
2013). Moreover, programmes tend to be supply-driven (Savini et al., 2014); they follow a 
logic of calculate-build and then sell, which reduces the complex variety of local markets and 
social demands. 


SPVs work as interfaces between global and local levels of decision making on 
investments: on the one hand, they allow insulating one project from the generator company 
or holding. They isolate the risk of the urban project from other investments and allow the 
management of a specific land development project autonomously. As such, an SPV can be 
sold and bought between different holdings. An SPV establishes the link with the local 
context, and works with architects and local advisors to deal with local municipal land use 
planning. On the other hand, being a generated company, the SPVs link the gains of the 
project to its holding and enable sharing of these gains among shareholders. Both 
shareholders and holdings can be disconnected from the local project context. The gains of 
SPVs can be reshuffled and fueled into other (ongoing) projects. The problem here is that 
investments and risks of the SPVs can be calculated on the basis of long-term expectations, 
which might be insensitive to the political and social uncertainties of the planning process 
(Beitel, 2000). SPVs are therefore both separators and connectors between the land use 
planning process and investment strategies. 


The decontextualisation of land has fundamental consequences for public governments. 
Highly mobile capital leads to an instrumental and entrepreneurial planning practice to attract 
investments in specific localities. In property-led development, public authorities try to 
coordinate local needs with the developers’ need to realise returns. The notion of ‘value 
capture’! elucidates the challenge that local governments encounter when negotiating with 
developers and large investors in order to realise public benefits (Adriansyah Samsura and 
van der Krabben, 2012). However, the detachment of investment from land use decisions 


' The concept is generally used to indicate the capacity to capture and reinvest the land value after 
public investments, especially on transports and infrastructure. 


makes these negotiations more problematic. Local governments, especially smaller and 
economically weaker municipalities, have a shallow knowledge of land markets and they 
tend to rely on regulatory tools to guarantee that a portion of the added land value is tapped 
into public investments (Sagalyn, 1997). In practice, cities have different tools to address this 
problem. They can make use of stringent regulations to control the project output or capture 
unearned ‘betterment values’ from the private initiative (Alterman and Balla, 2010; van der 
Veen et al, 2010). In some instances, cities might become entrepreneurial investors in urban 
projects. They use active, public-led types of land readjustment techniques and institute 
hybrid forms of mixed capital development corporations (Van der Krabben and Jacobs, 
2013). In other cases, local governments can also issue project-bound bonds or use fiscal 
strategies to guarantee certain yields on projects (e.g. Tax Increment Financing — Pacewicz, 
2013; Weber, 2010). In all these cases, value-capturing practices entail a risk for the public 
viability of urban development. When decisions on investments are detached from local land 
use processes, cities have a poor understanding of economic calculations and thus are unable 
to define what a viable and realisable programme could be. Overregulation might disengage 
investors, generate long-term vacancies, or promote speculative behaviors. 


The Falck Project and the increasing decontextualisation of capital 


In the following sections we illustrate the effects of decontextualised financial capital on land 
use planning processes. The Falck site is a remarkable case because it allows us to study two 
decades of change in the underlying financial structures. Its size and property structure allow 
us to map the relationship between the financial structure of the project and the way 
important planning issues are negotiated (volumes, functions, and expected returns). The 
Falck project illustrates the three trends of clustering, relocation, and instrumental planning in 
contemporary urban development. It takes place within a relatively poor peripheral 
municipality and under a regulatory framework (Programmi Iintegrati d’Intervento, PID that 
requires close negotiation between the municipal executives and the land development 
corporation. For 15 years, these negotiations between government and developer have not 
produced an agreement. Three large companies, three world-renowned architectural firms, 
and several banks supported the project. At the time of writing, the realisation of the project 
remains uncertain. Yet, the land has been sold four times and prices increased steadily, 
introducing the risk of speculative bargaining. The costs of the project have increased, along 
with the risks of development and the expected outcome of the realised programme. 


The Falck area covers 150ha (500 acres) in the middle of the municipality. It is well 
connected to the North-East Milan/Bergamo railway line and for this reason it is appealing to 
large investors, active in strategic yet highly risky projects (see figure 1). The area is highly 
polluted and still hosts some abandoned industrial facilities whose heritage values are high, as 
are projected reuse costs. The land is formally under the jurisdiction of the municipality of 
Sesto San Giovanni, a city of over 80,000 inhabitants in the industrial belt around the city of 
Milan. The city suffered from economic restructuring in the 1980s and 1990s and is now 
comprised of large amounts of vacant industrial land — about a quarter of the city’s total area 
of just under 12 square kilometres (4.5 square miles). Thus, the city is in urgent need of 
investments in infrastructure, social housing, and public facilities, and is in search of new 
economic activities. In the following section we propose a periodisation showing how the 
planning in the area is recursively adapted to and affected by the financial condition of the 
project. 


Figure 1: The location of the Falck area in the northeastern municipality of Sesto San 
Giovanni, in relation to other large-scale projects in Milan municipality (source: authors) 
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The data are gathered through an in-depth analysis of the project, focusing on the 
strategies of the property owners, architects, and politicians involved. City council decisions 
have been analysed and combined with 20 interviews with stakeholders and direct 
participation in discussion groups on the project. Qualitative data have been cross-analysed 
with written documentation provided by the designers and the project management. Political 
data have already been analysed elsewhere (Savini, 2014). Financial information has been 
collected from the economic prospects of the proposed masterplans? and from the 
documentation publicly issued by the Milanese attorney general. Legal information has also 
been gathered from decisions on the legal appeals filed during the process. For detailed data 
on programmes and costs we refer to table 1. 


? The planning documents analysed are the masterplan proposed by Immobiliare Cascina Rubina 
(proposta di programma integrato di intervento, relazione economica e finanziaria) in 2002, the 
preliminary proposal of integrated intervention programme (proposta preliminare di programma 
integrato di intervention per la trasformazione delle aree falck) from Risanamento Spa (2006), and its 
updated version dated December 2007. Also, the final approved proposal by Sesto Immobiliare Spa 
(proposta di programma integrato di intervento per gli ambiti di trasformazione strategica ATs1 e 
ATs2, aree Falck e Scalo Ferroviario, 8 August 2011). 


Table 1: Periodization of the redevelopment of the Falck site (source: authors) 


Year Owner Financial model Programming Expected Cost of 
gains on land 
investment | (euros) 

1990- Falck Join stock public-private High-end Not defined | Undefined 

2000 Corporation | development agency, industrial 

(steel PSTA Spa (Parco activities, small 
industry) Scientifico per le scale 
Tecnologie Abientali) manufacturing 
2000- Gruppo SPV Immobiliare Cascina | App. 734,000 9% 140M 
2005 Pasini Rubina — property of sqm, 0.5 floor (Bank 
(local real Gruppo Pasini - 250 M area ratio, 50% Loan 
estate debt with Banca Intesa undefined econo- approx. 
investor) mic activities 200M) 
2005- Gruppo ICR SPVs property of 1.1M sqm-0.9% | 15% 298 M 
2010 Zunino Risanamento Spa project | floor area ratio - (88M down 
Holding developer - 25% of capital | 50% high end payment) 
(mostly is equity based residential space, 
national large distribution, 
investors) hotels 
2010- | Bizzi & New SPV, Sesto Min. 962,000 sqm | 12% 405 M 
present | Partners Immobiliare Spa, owned Option of public 60M cash 
Holding by a holding and other investment on and 
(mostly international investors. large facility. New creditor 
international | 5% equity financed, plan forecasts 1.2 banks 
investors) small initial capital of sqm. 1% floor participatin 
10M, and land deeds held | area ratio g directly 
by the creditor banks, in the SPV 
25% of capital from 
realized parts of project 


Economic restructuring and regeneration: industrial companies turn into land developers 


In the mid 1990s the Milan real estate industry was booming, investing in prime and sub- 
prime locations and forming partnerships with large banking groups. The Milan real estate 
market has shown three major trends (Pasqui, 2007): first, the rise of a specialised financial 
sector in large-scale urban redevelopment projects; second, an active role of corporations not 
specialised in real estate, owning land in key locations and accumulating capital from 
industrial activities; and third, the increased role of institutional actors like universities, health 
care companies, and governmental agencies in activating development in central locations 
(Gaeta, 2006). These new agents tend to cluster geographically around planned 
developments, benefitting from close relationships with entrepreneurial executives and 
outplaying smaller investors with positional rent strategies. Some examples are the new fair 
venue location (Fondiaria SAI of Ligresti), the Garibaldi high-speed railway station (the large 
Hines investment group), the Bovisa area in the west of Milan (EuroMilano in partnership 
with Banca Intesa), the Bicocca area (Pirelli), and the northeastern industrial areas and 
residential suburbs (Caltagirone and Berlusconi). 


The first period of post-industrial redevelopment of the Falck site shows a financial 
management organised locally, through direct involvement of local development agencies 
and investors. These stakeholders are focusing at issues of economic change, and look at the 
continuity of the socio-economic condition of the area. In the mid 1990s, the Falck site is one 
of the most peripheral redevelopment locations in the Milan region, but is very attractive 
because the area is accessible from the outer ring road, connected by railway and 
underground, and has housing prices and office rents comparable to some districts within the 
city limits of Milan (OSMI, 2011). The Milano Centrale Servizi, the developer branch of the 


Pirelli group, was the first buyer candidate, already being active in the adjacent Bicocca area 
(Kaika and Ruggiero, 2013) and interested in dominating the development of the Milan 
northern corridor. 


In the 1970s, The Falck Steel Corporation was the largest Italian industrial company. 
When their industrial activities ended in 1994, they decided to turn their brownfield into a 
project. As with many large industrial sites in Europe, the valorisation of the brownfield into 
a land asset was part of a corporate restructuring plan, with relocation of activities to Asia 
and eastern Europe. The creation of an urban development joint-stock company (PSTA) in 
1993 was the first step to allowing investment of the capital produced by industrial activities 
into a strategy of land redevelopment and real estate production. The PSTA was owned by 
the municipality, the province, and the Falck Corporation, with 80%, 5%, and 15% shares 
respectively. This structure allowed the first steps towards rethinking development of the 
brownfield in partnership with local governments, which had the ability to support the project 
and draw resources from European programmes (e.g. RESIDER and URBAN I-II). Renamed 
Agenzia Sviluppo Nord Milano (ASNM), the agency included the Chamber of Commerce 
and became actively involved in the redevelopment of vacant plots in the city of Sesto. The 
objective of this partnership was to manage the transition from traditional manufacturing to 
‘innovative’ forms of production in the area, to save jobs and reconvert spaces. Yet, due to 
the high costs of the project and the booming residential market of the 1990s, the Falck 
Corporation dropped several reindustrialisation options. Agreement over the balance between 
industrial functions and housing/office estates was difficult to achieve at this point, with the 
city proactively trying to boost its decaying manufacturing activities. The Falck Corporation 
ultimately decided to sell the buildable land to a real estate developer. 


Real estate investors and territorially bounded investment strategies 


In 2000 the site was sold for €180 million to a local real estate investor involved in other 
adjacent projects. At this point the ownership of the land was detached from its former 
industrial use. The new owner, a professional development company, was not an industrial 
group but was active in residential and commercial real estate. The new owner created an 
SPV to manage the costs and returns of the project, called Immobiliare Cascina Rubina Spa 
(ICR), a joint-stock company (societa per azioni, spa). The purchase of the land and part of 
the investment (calculated at €1.5 billion) was made possible by a large loan from Banca 
Intesa, one of the largest Italian banks. The project was, at this point, built on a ‘classic’ 
financial construction: an SPV fully controlled by one subject, specialised in real estate and 
drawing resources from mortgage banking, and with a significant down payment and a strong 
connection to local parties and politicians. The negotiations were managed directly between 
the owner of the company and the Deputy Mayor, and they mostly regarded the extent to 
which the project would generate jobs in times of economic restructuring. The plan proposed 
in 2002 thus respected certain limits fixed by the municipality, and consisted mostly of 
residential units. It also presented a relatively modest financial plan, with net earnings of 9% 
on the investment to repay the relatively limited interest on the one-time loan from Banca 
Intesa. The project proposed was never approved by the city council because of the 
programme of excessive high-range office space and undefined amounts of industrial 
activity’. In this phase the city imposed a restrictive land use plan, regulating the project 
output and demanding more certainty in the development programme. 


? These events are today object of investigation on charges of bribery. 
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Clustering of projects: regional developers and financial holdings 


Because of rising interest rates at Banca Intesa, ICR (the SPV) was sold to a new investor, 
Risanamento Spa, in 2005. This investment company was owned by Gruppo Zunino, a 
holding active in other large projects in Milan, New York, and Paris, and simultaneously 
involved in banking acquisition strategies. The investor bought the company without 
significant capital, with a small down payment to the Gruppo Pasini (former owner of ICR), 
the inheriting of the initial debt to Banca Intesa, and by issuing stocks for 25% of the 
capitalised value. Their acquisition of the Falck site was part of a deliberate strategy of 
positioning in key locations within the Milan area, clustering large investments to increase 
the implementation capacity of the company itself. The Falck project became one of many 
other ongoing large-scale interventions, such as the southern Milan zone of Rogoredo- 
Montecity-Santa Giulia (1.2 million square meters). 


The interdependencies between the different projects had important implications for the 
negotiation over realised properties and facilities. The development plan proposed by 
Risanamento was radically different from the former: it was a typical mid-2000s case of 
large-scale dense development, focused on housing and third-sector works, and connected to 
ambitions of sustainable and energy efficient urban spaces. The master planning was 
coordinated by an international firm, Renzo Piano Architects, which proposed important 
flagship interventions. The result is a denser and more prestigious project, first proposed in 
2006 and revised in 2007.* The plan elaborated by Renzo Piano proposed almost double the 
amount of built surface compared to the previous plan, and gave more attention to 
‘innovative’ structures, heritage protection, and energy efficiency.” It proposed a large share 
of private residential stock (50%) in higher price ranges (€4,500/square meter). It also 
covered a larger area, combining both public and private interventions. The main strategy 
was to link different sub-projects so that each would support the take-off of the next and 
ensure that less profitable projects (such as public facilities) could be integrated in the 
investment as a whole. 


A more ambitious real estate programme reflected the need to reach higher gains for 
both investors and the municipality (in the form of public facilities). The financial risks of the 
investment increased, but so did the expected revenues. The financial plan proposed® an 
expected gain of 15% on a total investment of approximately €5 billion, with a financial 
burden of 8% on the project. The denser plan was expected to ensure higher profits, which 
were needed to cover larger financial burdens. The earnings produced within ICR, the SPV 
owning the Falck, and its debt with the bank were to be transferred to the originator company 
of the SPVs, Risanamento Spa. This company is however owned by the members of the 
holding Gruppo Zunino, an investor active nationally in many other projects. The incoming 
gains from the Falck project were included in a complex corporate investment plan, which 
included the costs of other interventions by the same holding. Since 25% of the investment 
capital for the Falck site was to be raised by equity financing, a proportional share of gains 
had to be redistributed to the shareholders. 


* Risanamento Spa and the city of Sesto San Giovanni formed the Working Group Falck. 

5 Comune di Sesto San Giovanni, Proposta di Programma Integrato di Intervento, Planvolumetrico, 
2007 

é Comune Sesto San Giovanni, Proposta di Programma Integrato di Intervento, Relazione Economica, 
2007 
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The real estate bubble and complex, decontextualized financial constructions 


The 2006 plan was an expression of optimistic real estate prospects and an economically 
healthy development corporation. The ambitious programme was comparable to that of other 
projects in Milan (and Europe), and investment costs were pushed higher by proportional 
expectations of gains. Yet, in times of volatile real estate markets, the clustering of the Falck 
project within a company active in other risky projects exacerbated the effects of the 
downturn. In 2009, the credit crunch and the high debt of Risanamento Spa led the public 
prosecutor of Milan to start a formal bankruptcy procedure against the development company 
(Bonelli, 2011). Risanamento owed part of the €3 billion debt of its holding, Gruppo Zunino, 
to five different Italian banks. 


This event clearly marks a point of detachment between land market dynamics and 
planning negotiations, with the latter becoming dependent on decisions made by financial 
markets. The risk of bankruptcy forced Risanamento to restructure its organisation, including 
recapitalisation with new shares purchased by its creditors. Moreover, to avoid the 
bankruptcy, conditions were set on the sale of the land properties: Risanamento had to sell the 
Falck site and other properties, and had to immediately terminate any ongoing major projects. 
These conditions made it easier to find a new buyer, attracted by the lower cost of land. In 
2010, a newly formed company, Sesto Immobiliare Spa, purchased the land and took on the 
existing debt. The reorganisation and restructuring of the holding had a direct effect on the 
property ownership of the Falck, and on the management of the existing SPV. Yet, these 
dynamics were completely alien to the land use planning taking place locally. 


The new owner formed a new SPV (Sesto Immobiliare Spa) with very limited starting 
capital and a light management organisation, but with an extremely complex proprietary 
structure. Financially, this SPV was built on a diversified group of individual and 
professional investors that were active in various fields, from textiles to real estate. The risks 
and gains of the project were to be divided across these subjects, each of them owning some 
shares of the SPV. Some of the investors involved are Les Copains (clothing industry) and 
the Sesto Immobiliare Holding. The latter owned an 80% share of the SPV, but it also 
included Korean investors (Hanoua Group) and other individual investment companies. 


The impact of these reorganisations of land use planning are related to the need to push 
for a realisation of the project and achieve returns to cover the large debt accumulated over 
the years. The possibility of selling the land itself was conditional on the realisation of the 
project, which in turn required the approval of the municipal authorities.’ The land was 
purchased for €405 million. A large share of this price was not in cash, but was a transfer of 
the land ownership to the banks involved. Furthermore, the purchase was also made under the 
important condition that the municipality would approve the masterplan within two years 
with a minimum of 962,000 square meters of built surface.® In sum, the Falck land was 
repackaged and subdivided among numerous investors, and this process took place under the 
expectation that the municipality would complete the project. 


At this point, all the actors involved were dependent on each other. The new SPV tried 
to pressure the municipality into a quick agreement on a masterplan in order to cover the 
inherited debt. The municipality, in return, felt pressured to approve the project and realise 
public gains. The rising urgency and the financial instability of the project drove development 
expectations higher. The financial costs of the total capital investment augmented and the 
proposed real estate programme increased to almost 1.2 million square meters. On the other 


7 AA.VV, 2011, La Bolla del Mattone, Altraeconomia, J anuary. 
8 Risanamento Spa, documento informativo ‘Cessione del Complesso Immobiliare Denominato area 
ex Falck’, November 2010. 
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hand, a diminished use of equities to finance the project allowed the lowering of expected 
earnings to 12%. 


The result was a bigger and more complex plan. Subsequently, the project was divided 
into compartments that were economically independent from each other. The money required 
to realise each compartment came directly from the earnings of the previous one. It was 
expected that about 25% of the total costs (€835 million) would be covered by the cash 
advances of buyers.” However, after the housing bubble burst there was little certainty that 
these buyers would come at a steady pace. Under these conditions, the city government is tied 
into a problematic position with lower negotiation capacity. The land development depends 
on financially driven constructions, and any public pressure on planning (demanding more 
public facilities or less profitable economic functions) could further jeopardise the project. 


In September 2011, the local council approved the masterplan proposed by Sesto 
Immobiliare Spa. They attempted to anchor large retail companies to the project to 
homogenise the construction programme and attract large public investment to boost the 
project. The plan proposed a large share of retail and office space, with fewer high-range 
residential spaces and less manufacturing spaces. Most importantly, the negotiations were 
boosted by the involvement of the regional government, which invested €323 million into the 
Falck area for the realisation of a regional campus for health care and medical research. 


Reflections on the distance from capital and the dependence on yields from the project 


The Falck case follows trends of relocation, clustering, and instrumental planning outlined in 
this paper. The project targets a highly strategic peripheral location with important 
development opportunities. Its owners have implemented clustering strategies, both at early 
stages with programmes of economic regeneration and in later stages that connected the 
owner’s multiple projects in the Milan region. Moreover, it is an urgent project for the 
municipality itself, seeking to ensure public added value from a private-led intervention. 
These particular conditions have developed into a never-ending negotiation process in the 
Falck, but the same might not be expected in all cases. We argue that the particular outcome 
of the Falck area is explained by the combination of two concurrent trends: the increasing 
detachment between land planning and financial dynamics, and the increased degree of local 
government dependency on the yields from the project, which weakened its negotiation 
capacity. 

First, in the Falck area, the institutional ‘distance’ between the project developer and 
the investor or creditor that financed it has increased progressively. The project has been 
clustered and repackaged into complex property structures, attempting to sustain an ambitious 
programme. Instead, the increased financial complexity has made the project less attainable 
across time, and ultimately dependent on the volatile conditions of real estate markets. Each 
time the land ownership was transferred, the implementation of the project became more 
bound to complex financial conditions of capital returns, and ultimately to the promise of 
future yields based on a project not yet materialised. As the size of the project increased, the 
price of the land increased progressively. But in some way the dynamic also runs in the 


” Bizzi & Partners, Aree former Falck — Relazione economico finanziaria, Sesto Immobiliare Spa, 
July 2011 

10 The development has not yet started. Problems occurred with the Region’s financial support for a 
large health care facility. Inhabitants have proposed legal action, and legal action regarding payment 
conditions is ongoing between the former owner, Risanamento Spa, and the new owner, Sesto 
Immobiliare Spa. 
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opposite direction: to realise ever-larger future profits, the programme of the Falck site had to 
be intensified several times (see table 1 for a summary of the developments). 


The different SPVs for the project were created ad hoc by different ownership holdings. 
This made it possible to securitise mortgages for the development and isolate the risk of the 
increasingly difficult development of the land. The land became an asset through company 
bonds to generate further credit for the project, but no brick had been laid. In the case of 
failure, the SPVs were sold to the next buyers along with the debt. This was the case with 
Immobiliare Cascina Rubina. These dynamics have been fundamental in shaping the future of 
the project. 


Yet, the detachment between land and finance is not a sufficient condition to explain a 
long-term vacancy like the Falck site. These constructions are common to most financialised 
projects in western and non-western countries. In the Falck case, a masterplan was never 
achieved because of a second dynamic: the city of Sesto San Giovanni became increasingly 
dependent on the yields from the project. Pressed by the risk of long-term vacancy, the city 
regulated and waited instead of proactively stimulating the project. For a small peripheral 
municipality, opting for a proactive partnership in the project development was not a viable 
option, as it would have dramatically increased the public risk in a gigantic project. The 
municipality took a regulative role, elaborating on specific requests in the proposed 
masterplans. Active engagement in land development was achieved only at early stages 
through a mixed public/private-funded agency, supported by European and regional funds. At 
later stages the regulatory role, in combination with the increased size of the planned 
investment, progressively weakened the city’s role rather than strengthening it. In the Falck 
area, the role of public planning was instead oriented to activate a project as soon as possible 
— by allowing higher volumes and different functions. The local government became 
increasingly dependent on realising the yields from the project; the project programming 
became functional to the urgent need to unlock capital for realisation, rather than being a tool 
to respond to particular local needs. Local zoning regulations have not stopped the 
speculative management of the land by the different financial owners, but instead have 
allowed increases to the expected real estate output. 


Concluding remarks: The financialisation of land 


In this paper we have investigated the effects of decontextualised financial investments on 
land use planning. We have argued that ongoing projects follow trends of investment 
relocation strategies, clustering, and instrumental land use planning. The financialisation of 
land, in which land is treated as a financial asset, results in the de-contextualisation of urban 
planning from local conditions and needs. Looking at one particular extreme case in the 
region of Milan we have emphasised the main features of de-contextualisation: the separation 
between ownership and planning responsibility; the instrumental behavior of intermediate 
levels (SPVs) able to insulate risks; and the complexification of property structures. The latter 
becomes a nested system of diverse investors and holdings of international scope. 


Under the conditions of the financialisation of land, ‘[w]hat is bought and sold is not 
the land, but title to the ground rent yielded by it. The money laid out is equivalent to an 
interest-bearing investment’ (Harvey, 1982: 367). Land has therefore become “an arterial 
route in the circulation of finance’ (O’ Neill, 2013: 451). Land is mobilised as a financial 
asset, performing ‘not just a coordinating but also a transformative role in the transition from 
industrial to financial capitalism’ (Kaika and Ruggiero, 2013: 3, emphasis in original). In this 
paper we have demonstrated that the financialisation of land goes even one step further than 
Harvey foresaw in 1982: capital is not only flowing onto and through land, but land is 
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increasingly also used as collateral (1.e., credit is not only used to invest in land resulting in 
spatial fix, land itself is used as leverage to create credit that can then be invested elsewhere). 
The possibility of realising future income streams through land is no longer merely seen as a 
fix for overaccumulation elsewhere, land is mobilised to create leverage, credit, and to seek 
profitable investments elsewhere. Under financialised capitalism, the full meaning of land as 
a form of fictitious capital becomes apparent. 


The legacy of the Falck area, located in the peripheral municipality of Sesto San 
Giovanni, shows the effects of decontextualised financial dynamics on land use planning. 
Firstly, the calculations of investment returns have been detached from local conditions and 
needs. The expected yields from investment increased, as did pressure over the realisation of 
gains, to be shared among numerous shareholders and holdings. The programmed output was 
inflated progressively to match the expected returns and cover increased costs and debts 
towards banks. Secondly, the risk of investments increased along with the price of the land. A 
combination of high urgency and high costs are likely to open up space for speculation. The 
programme of the project was designed according to the increased investment costs due to 
risky financial planning of the different owners companies. Under these conditions, the 
position of public authorities towards financial capital is bounded to the priority of value 
capturing. The local government is confronted with an apparent trade-off: on the one hand, it 
aims to capture as much value as possible from the gains of the project. On the other, 
increased investment costs and the complex financial organisation of development companies 
make it harder to negotiate, since excessive public demands risk jeopardising the financial 
sustainability of the intervention. For this reason, cities tend to rely more on strong regulation 
to create binding conditions for mobile capital. 


In the Falck case, the financialisation of the land has proven to be unsustainable, 
eventually ending up in a gridlocked planning negotiation. We do not suggest that this is an 
inevitable outcome under financial capitalism. Instead, we argue that the complexity of the 
project’s financial constructions and the regulatory position of public authorities are the key 
factors that differentiate output across cases. The more complex the property structure and the 
less proactive the role of public authorities, the higher the degree of de-contextualisation can 
be expected to be, with important consequences on the manageability of urban development. 
We are sympathetic to Weber’s argument that governments may use financial markets to 
push their own agenda, but fear that her discussion of the case of Chicago might the 
exception. Many local governments, including Sesto, may not be in a position to use 
financialisation to their benefit. Although theoretically and empirically speaking, local 
governments may be ‘shaping and being shaped by financial markets’ (Weber, 2010: 256), 
the Falck case demonstrates how a local government is being shaped and constrained by 
finance without being able to give shape to financial markets. 


The Falck case calls into question the financial constructions of urban redevelopment 
that seem to account too often for the demands of global capital over those of local 
communities. In times of crisis, some old questions on urban development return to the 
research agenda, along with new ones. They regard the manageability of the large-scale 
projects, the economic and social risks of development in sub-prime locations, and the long- 
term sustainability of their financial construction. These implementation questions are 
complicated by the lack of capacity of local governments to channel global capital to steer 
urban change, and further impeded in times of fiscal stress and austerity. Governing property- 
led development is burdened by the increased reliance of cities on the expected returns of 
risky projects, and requires a combination of strong regulation with proactive capacities of 
intervention on land development processes. 
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